vS for MEDICARE & MEDICAID SERVICES



ABC Team
ABC does not require changes to the traditional accounting system.  It is a management tool that reassigns resource costs through activities and is the predominant cost management tool in all industry and government sectors.

On a strategic level, we need to better understand the interrelationships of our end-to-end business processes.  We are given a budget with dollars assigned to specific functions and when administrative funding is reduced, we must identify and communicate the impact on the Medicare program.



CMS’s Goals for Implementing ABC

» Apply more precise cost management methodologies

> Identify the cost driver behind an activity

» Convert an “indirect” expense into a “direct” expense
by assigning it to an activity

> Clarify the relationship between activities
» Eliminate non-value added processes, and;

> Present a true picture of what a discrete activity actually costs
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ABC Team
The full implementation of ABC into the contractor budget process will occur over the next three to five years.



The Basic ABC Cost Model
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ABC Team
The ABC Cost Model demonstrates both the cost assignment view and the process view.
Resources are assigned to activities.
An activity driver is a measure of the frequency and intensity with which an activity is used.  One activity can be performed any number of times to develop an outcome.
Cost drivers can be quantitative such as number of claims or qualitative such as missing documents.  Either event can favorably or unfavorably impact the cost of the activity.
By controlling cost drivers performance measures can be created.



The Basic ABC Cost Model
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ABC Team
In our cost model, activities are the starting point. An activity is a unit or description of work performed in the organization. Once activities are determined then resources can be assigned to those activities.  



The Basic ABC Cost Model

Economic elements used

Resources , |
in performing work
Activities A unit of work performed
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ABC Team
Once the activity is defined, the type and amount of  resources needed to perform that activity is determined.  CMS describes different types of contractor resources in its manuals and categorizes them appropriately by cost category, e.g. salaries, fringe benefits, EDP equipment subcontracts and other direct cost.



--------------------------------------------------------------------------------------------------------------------------------------------------------------------

Assigning Resources to an Activity
(Direct Labor Costs)

¢ List staff associated with each activity

O Identify their salary and job description :
0 Assign cost based on percentage of their time projected for activity in FY2003;
o Multiply time percentages by annual salaries :

¢ Or calculate hours required to complete activity by personnel type
O Assign cost to hours using the appropriate hourly rate for each personnel .

type

¢ Assign fringe benefits & sum results by activity to derive total
labor costs

»
----------------------------------------------------------------------------------------------------------------------------------------------------------------------------
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ABC Team
There are several ways to assign direct labor resources to an activity.  One way is to identify staff involved with each activity, and multiply their time by their annual salaries.



Methods for Determining Percentage of Staff Time
Split on Activities Include:

¢ Time Cards and Reports
¢ Interviews with Managers
¢ Observation

¢ Surveys
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ABC Team
Various methods may be used to determine the percentage of staff time split on activities.  This does not have to be an in-depth time study.  Such information can be obtained easily from time cards or reports, interviews with managers, observing the staff or having staff complete a brief survey.



Assigning Resources to an Activity
(Direct Non-Labor Costs)

Direct Expenses - travel, training, materials, postage,
EDP equipment, supplies and outside contracts should
be tracked to a specific activity

Identified cost should be assigned throughout the Activity Form
in CAFMII to whichever activity benefits from its expenditure

2
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ABC Team
Whenever possible direct non-labor expenses should also be tracked to a specific activity. A good example is travel.  Most trips are for a specific function or an activity of that function.  In these cases the cost of that trip can be assigned to the particular activity or divided among the activities of the particular function, whichever the case may be.




Assigning Expenses other than Labor

¢ Understand the general ledger accounts and how they
accumulate cost

¢ Directly assign expenses when possible

¢ Use cost drivers and activity drivers to assign costs you
cannot trace
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ABC Team
Assign expenses other than labor to the activities that require their use.  



Assigning Overhead and G&A to an Activity

& Continue same methods referenced in MIM Section 1212.9 &
MCM Section 4212.9 to derive overhead and G&A to new activities

¢ Financial accounting & reporting of overpayments are to be

included as overhead (NOT development or recovery)
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ABC Team
Even though CMS is continuing to assign overhead and G&A as previously prescribed in the Manual (section 1212.9 & 4212.9), it should be noted that some costs that may be considered overhead such as printing, mail, and postage should be directly assigned to an activity if possible.



The Basic ABC Cost Model

Economic elements used

Resources , |
in performing work
Activities A unit of work performed
in the organization
Cost Objectives Output, product, service,

or customer
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ABC Team
Cost Objectives are the outcome of an activity, the reason an activity is performed and resources expended. In the CMS model the cost objectives are the major functions under CAFMII, i.e. bill/claims, appeals, medical review, provider education, etc. 



Cost Objectives

¢ Cost Objectives use activities

¢ Cost Objects are a function of one or
more cost drivers and one or more
activity drivers

»
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ABC Team
Cost objectives are the reasons why activities exist.  They can be major work-in-process outputs in a chain of linked activities or the chain’s final output that is delivered to external customers.  



The Basic ABC Cost Model

Resources
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ABC Team
Resource drivers are the links between the resources and the activities.  They integrate with costs derived from the general ledger in order to assign them to the activities.

Activity drivers are used to assign costs from an activity to a cost object.  They are usually in the form of financial or operational data.


ABC Team
Resource drivers are the links between the resources and the activities.  They integrate with costs derived from the general ledger in order to assign them to the activities.

Activity drivers are used to assign costs from an activity to a cost object.  They are usually in the form of financial or operational data.



Resource Drivers

& Resource Drivers

2 A measure of the use of a resource by an activity

@ Used to assign the cost of resources to activities

¢ Pcople costs may be assigned using:

@ Percentage of time spent on each activity
@ People in each activity (FTE’s)
@ Direct tracking of time / estimating methods

¢ Facilities costs may be assigned using:

@ Percent of space occupied

¢ Some resources are directly traced

»
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ABC Team
Resource Drivers can include training, the use of facilities, and equipment costs as well as labor.



Activity Drivers

¢ A measure of the frequency and intensity with
which an activity is used to produce its output
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ABC Team
The number and sources of provider inquiries that a contractor receives is an example of an activity driver.



The Basic ABC Cost Model

Cost Drivers

Resources
l Resource Drivers
P
. .. Performance
—  Activities ———
Measures

—

Activity Drivers

Cost Objectives

ABC Training 16



ABC Team
A cost driver is a factor that is the root cause of changes in the amount of resources an activity consumes.  By understanding cost drivers, you can understand why and how the level of resources for any task varies and adjust the allocations accordingly.



Examples of Cost Drivers include:

¢ Quantity

> Number of claims
> Number of inquiries

> Number of appeals, etc.

¢ Quality

> Inadequate training
> Inaccurate documentation
> Missing information

> Time delays

»
----------------------------------------------------------------------------------------------------------------------------------------------------------------------------
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ABC Team
Cost drivers affect how an activity consumes resources while activity drivers are the basis for the amount of resources used by an activity.

Understanding cost drivers such as: training, complete documentation and timeliness, allow targeting of  process improvements that result in reduced use of resources for an activity.  While you may have little control over quantity type cost drivers, process improvements can be instituted and cost reductions achieved by focusing on quality type cost drivers.

Cost driver analysis is often more of an art than a science, and requires discussion, introspection and an understanding of how work is preformed.



The Basic ABC Cost Model
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ABC Team
Performance measures define how well an activity meets the needs of its internal or external customers. The CPE Program is used by CMS to evaluate the efficiency and effectiveness of contractors operations.  Performance measures can be the based on outputs, such as unit cost or outcomes, such as customer satisfaction.  



ABC Cost Model Applied to Medicare Claims Processing

Cost Drivers:

Staff Training
CMS Direction

Provider Education

----------------------------------------------

Resources: :
. : Resource Drivers: :
ztaif (Direct & Indirect) Type & Amount of Medical Services :
ys- er.ns Number of Beneficiaries :
Buildings New Legislation
Supplies /
i Performance
. Measures:
Activities: : : : ;
Compliance with Medicare| :
CAFM Code 11204 ’ '

Processing Requirements

Bills/Claims Determination Number of Correctly

l '\A Adjudicated Claims
: ' ctivity Drivers:
Cost Objectives: .
Number & Type of Claims

Number of Errors in Claims
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ABC Team
We can assign resources such as staff, systems, buildings and supplies for the activity, Bills/Claims Determination CAFM Code 11204. 

Factors that can affect the demands of these resources (i.e., resource drivers) include the type and amount of medical service received by beneficiaries, the number of beneficiaries, and new legislation.

Staff and provider training, and CMS direction also impact this activity; we refer to these as cost drivers since they affect how the activity consumes resources.

Activity drivers, like the number and type of claims received by contractors, can be used to assign costs from the activity to the cost object.  These drivers measure the frequency and intensity with which the activity is used to produce its output.



---------------------------------------------------------------------------------------------------------------------------------------------------------------------

Major Changes in Contractor Activities for
FY 2003

¢ Bills/Claims Payment

¢ Provider Enrollment

¢ Inquiries

¢ Provider Education and Training
¢ Appeals

¢ Medical Review


ABC Team
Listed are the 6 activities that are the ABC focus for the FY2003 BPRs process.



¢ Example of Dictionary

Provider Enrollment Carrier Activity Dictionary

CAFM Activity Name Definition Tasks Workload

Code

31001 Provider Provider/supplier enrollment a. Process initial applications (CMS 8551 and CMS Workload 1 is the number of
Enrollment is a critical function to ensure 855B) from receipt to final decision, including initial applications (CM S

only qualified and eligible
individuals and entities are
enrolled in the Medicare
program before receiving
payment for services furnished
to beneficiaries. Physicians,
non-physician practitioners
and other healthcare suppliers
must enroll with the Medicare
carriers with whom they will
do business, using the
appropriate enrollment form
and undergoing the entire
enrollment process, including
verification/validation of their
information. (Program
Integrity Manual, Chapter 10)

verification, and within CM S timeliness standards
(§1-5,8,9,15 -21, 25)
b. Process, verify, and acknowledge changes of
information that you receive
(§3,13)
c. Process and verify reassignment of benefits requests
(CMS 855R) (§7)
d. Activate, deactivate and reactivate billing privileges
(§3)
e. Train staff, initial and continuing, on enrollment
requirements, procedures and techniques. Also include
quality control follow-up (§2)
f. Receive and respond to all provider enrollment
inquiries (§22)
g. Develop and maintain an enrollment web site, to
include bulletins and FAQs. Do not duplicate
information that is on other websites that you maintain
(§23)
h. Safeguard applications and all related information
according to the CM S/Business Partners Systems
Security Manual (§24)
i. Acquire information to convey to the UPIN Registry
(§2)
j. Initiate special projects as necessary or as requested
by CMS
k. Coordinate with other internal (e.g., fraud unit,
PET, appeals, ROs etc.) and external (e.g., OIG,
Medicaid, FBI, PSCs, etc.) components (§2)
1. Arrange for or conduct hearings of provider
enrollment appeals (§19)
m. Perform site visits for IDTFs and other problematic
suppliers (§18)

855B, CMS 8551) received in
a month. These numbers are
available from the Provider
Enrollment, Chain and
Ownership System (PECOS)
once it is operational. Until
then, report via CROWD,
line 4)

Workload 2 is the number of
changes of information (CM S
8551, CMS 855B) received in
a month from your internal
reports. These numbers will
be automatically available
when PECOS is operational.

Workload 3 is the number of
Reassignment of Benefits
(CMS 855R) received in a
month from your internal
reports. These numbers will
be automatically available
when PECOS is operational.

ABC Training
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ABC Team
This is an example of our dictionary showing the CAFM code, the Activity, the definition, the task or secondary activities and the workload.  Do not cost the tasks, they are to provide a better clarification of the activity.  The CMS dictionary is the key to more consistent and verifiable activities.  The tasks listed are a representation of steps in performing an activity and may vary from contractor to contractor.



--------------------------------------------------------------------------------------------------------------------------------------------------------------------

Assigning Medicare Contractor Costs

¢ Y2003 BR and cost reports based on dictionaries

¢ “Tasks” are clarification only, do NOT cost individually

¢ Activity Form in CAFMII must be completed for each Activity

¢ Activity Codes are in CAFMII for FY2003 budget cycle,
the ABC process 1s being incorporated into manuals

& Several activities have workload which also are included
in the BPRs

»
----------------------------------------------------------------------------------------------------------------------------------------------------------------------------
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ABC Team
Important facts to know. Detailed information regarding these facts can be found in the ABC Philosophy paper within the BPRs.



Current Reporting

CURRENT REPORTING FOR 24001 LPET:

Activity Code: 24001 LPET CAFM Il 2.1.1
Total Activity

Cost Item Code
Salaries/Wages 186,348
Fringe Benefits 35,868
EDP Equipment 16,662
Subcontracts 373
Other Direct Cost (See Schedule A) 127,767
Other Cost (See Schedule B) -
Non.COB Credits (See Schedule C) -
Overhead 60,837
G&A 21,830
Fee/Profit -
Total Cost 449,685

Other Adjustments (See Schedule D)
Forward Funding

Total Adjusted Cost 449,

685

New Reporting™*

=

Total Activity
Activity Code: Code
24101 Provider Specific Education 306,175
24102 Comparative Billing Report Education 25,125
24103 Education of Identified Service Errors 22,350
24104 Proactive Local Education Meetings 25,850
24107 Bullentin Articles of Local ED Issues 12,525
24108 Analysis of Information 10,150
24112 Workload Management 25,350
24113 Comprehensive ED Interventions 15,835
24115 Scripted Response Documents 6,325
Total Adjusted Cost 449,685

*Shows totals only, each code will require its own form

ABC Training
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ABC Team
Current reporting vs. new reporting for a given cost center of the total general ledger costs. In this example, it is important to note that the total adjusted cost of both are the same.  Cost items have been assigned to various activity codes, providing a more meaningful management tool.

In this example, the $449,685 is the total expenditure charged to a given cost center under a contractor’s existing cost accounting system.  Prior to FY 2003 all costs where assigned to activity 24001 PET.  If the $449,685 were correctly assigned to L PET under the current system, then no change is necessary in the contractor’s cost accounting system.  For FY2003, the cost account system data just has to be cross walked to the new or additional activities.

Note: CMS believes that under the new FY2003 ABC cost reporting requirement, the majority of existing cost centers will still cross walk to only one or a limited number of activities. The example above where cost are now assigned to nine activities in FY 2003 replacing the previous one, will be the exception.  Under ABC, if cost center activity data cross walks to one activity only, then no additional analysis of costs for assignment purposes is necessary.



BPRs to ABC: Totals

24107
12,525

24108 24112 24113 24115

10,150 525,350 15,835 6,325

B e
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ABC Team
This slide demonstrates how the old code is assigned to new codes.



24108 24112 24113 24115
4 215 $10,520 6.567 2 627
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ABC Team
This shows an even further breakdown using salaries.  Salary amounts can be determined through use of employee surveys as discussed on slide six.  If salaries were previously assigned correctly to an activity, ABC only requires a more detailed breakdown into the additional activities.



BPRs to ABC

CURRENT REPORTING FOR 24001 LPET: EXAMPLE OF NEW REPORTING:

Activity Code: 24001 LPET CAFM 112.11 24101 24102 24103 24104 24107 24108 24112 24113 24115

Total Activity

Cost Item Code

Salaries/Wages 186,348 | 126,788 10,430 9,275 10,725 5,195 4,215 10,526 6,567 2,627
Fringe Benefits 35,868 24,404 2,008 1,785 2,064 1,000 811 2,026 1,264 506
EDP Equipment 16,662 11,336 933 829 959 464 380 938 587 235
Subcontracts 373 373 - - - - - - - -
Other Direct Cost (Schedule A) 127,767 86,990 7,136 6,350 7,345 3,559 2,886 7,202 4,500 1,799
Other Cost (Schedule B) - - - - - - - - - -
Non.COB Credits (Schedule C) - - - - - - - - - -
Overhead 60,837 41,421 3,399 3,025 3,502 1,699 1,360 3,428 2,149 854
G&A 21,830 14,862 1,220 1,085 1,255 608 498 1,230 768 304
Fee/Profit - - - - - -

Total Cost 449,685 | 306,175 25,125 22,350 25,850 12,525 10,150 25,350 15,835 6,325

Other Adjustments (Schedule D) - - - - - -
Forw ard Funding - - = - - -

Total Adjusted Cost 449,685 | 306,175 25125] 22,350 25,850 12,525 10,150 25,350 15,835 6,325
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ABC Team
Each of the new activity codes has been assigned cost items to reflect the refined activities.  Again, if cost was previously assigned correctly, this display only demonstrates a breakdown of cost to reflect the new expanded activities of the selected function. 



--------------------------------------------------------------------------------------------------------------------------------------------------------------------

CMS Resources for Information

¢ ABC Website: internal- cmsnet.cms.hhs.gov/hpages/ofm/
external - www.cms.hhs.gov/contractors/abc/abc2.asp

¢ Point of Contact for each RO

¢ Point of Contact for each Contractor

¢ ABCWORKGROUP@cms.hhs.gov

External Resources for Information

¢ Activity-Based Cost Management, Conkins, Gary. McGraw-Hill Co, Inc., 1996.
: & Common Cents, Turney, Peter. Cost Technology, 1991.

¢ Activity-Based Management in Government, Kehoe,Joseph. Coppers&Lybrand,
i 1995.

»
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ABC Team
Please check these other resources for information or sending comments.



	Major Changes in Contractor Activities for FY 2003



